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Dear Mr. Reich:

As you know, I am very concerned about the impact that the proliferation of exotic and
subprime hybrid adjustable rate mortgages (ARMs) are having on many homeowners around the
nation, as well as on the safe and sound operations of many state- and federally-regulated lending
institutions. I congratulate you on your joint proposal to extend the key elements of the exotic
mortgage guidance to subprime ARMs as a way to address these concerns. I intend to submit a
more extensive comment on that proposal at a later date.

There is clearly a crisis in the mortgage market today; 8 of the top 25 subprime lenders
are either out of business or are no longer operating independently, and a number of other large
subprime lenders have suffered extensive losses. According to the Mortgage Bankers
Association’s (MBA) “National Delinquency Survey,” the seasonally-adjusted rate of loans
entering the foreclosure process went up 15.4 percent from the previous quarter (to 0.54 percent),
reaching a record high in the 37-year history of the MBA’s Survey. Not surprisingly, the
problems are concentrated in the subprime market. However, default and foreclosure rates are
also increasing across the credit spectrum, and there are numerous indications and reports that the
alt-A market is starting to experience the same kinds of problems we are currently seeing in the
subprime market. This also has serious implications for the housing market; significant
additional foreclosures could drive home prices down further.

This crisis has been in the making for several years, and, in my view, it has taken far too
long for the regulators to act. For example, over nine months passed between the time the
regulators first proposed new guidelines to require common-sense underwriting requirements for
exotic mortgages with significant payment shock risks, mortgages such as interest-only and
negatively amortizing option-ARM loans. And, despite the significant similarities with certain
products, it took another six months to propose such protections for subprime borrowers. We
still await final action on the latter proposal.

While the financial cost of this problem is a significant concern, we must also keep in
mind the impact that these increased default and foreclosure rates have on homeowners. As
former Federal Reserve Board member Edward Gramlich put it recently, “we could have real



carnage for low-income borrowers.”

These disturbing trends raise a number of important issues, which the Committee will
continue to examine in a hearing on Thursday, March 22, entitled, “Mortgage Market Turmoil:
Causes and Consequences,” at which we would like you or a member of your staff to testify. We
would like your testimony to address these questions:

What was the origin and evolution of the explosion in exotic mortgages and subprime
hybrid ARMs? When did your agency learn and become concerned about the use of exotic and
subprime mortgages? What brought these concerns to your attention? On what data were these
concerns based?

Please provide data on subprime and exotic mortgages including volume (year-by-year)
over the past 5 years, the composition of those mortgages (hybrid adjustable rate, interest only,
and option payment ARMs), and the purpose of the mortgages (refinance, first time homebuyers,
other homebuyers).

What were the applicable supervisory standards at the time? Were these standards
inadequate, or was the problem a lack of enforcement? Describe the number and type of
enforcement actions, if any, taken under these standards with regards to the use of exotic and
subprime mortgages.

What role has securitization played in the development and growth of these mortgage
products? -

The regulators have taken or proposed important steps to limit the harm that some of
these products can cause in the future through new guidance. What actions do you recommend
for people who may be holding these unsustainable mortgages today so that they can stay in their
homes and avoid foreclosure?

This Committee has received reports over many years about predatory lending abuses in
the subprime market. We understand that many consumer groups have also raised concerns, in
many cases with regulatory agencies about such practices. Can you explain what actions, if any,
you have taken in response to these complaints?

For purposes of the Committee Record and printing, the written statement must be
submitted in electronic form by either email to Jonathan Miller@banking.senate.gov and
Liz_Hackett@banking.senate.gov, or on a CDRW in WordPerfect (or other comparable program)
format and typed double spaced. Also, two ORIGINAL copies of the statement must be included
for the printers, along with 73 copies for the use of Committee members and staff. Your
statement should be sent no later than 24 hours prior to the hearing. You should expect to have
approximately 5 minutes to give your testimony at the hearing. Your full statement will be made
part of the hearing record.



If you have any questions regarding this hearing, please contact Jonathan Miller at 202-
224-7391.

Thank you for your cooperation.

Gj\w RN

Senator Christopher J. Dodd
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Dear Mr. Smith:

As you may know, I am very concerned about the impact that the proliferation of exotic and
subprime hybrid adjustable rate mortgages (ARMs) are having on many homeowners around the nation,
as well as on the safe and sound operations of many state- and federaliy-regulated lending institutions. I
congratulate you on the position of the Conference of State Bank Supervisors (CSBS) in agreeing to
adopt both the exotic mortgage guidance and the recently proposed guidance on subprime hybrid
adjustable rate loans (ARMs) as a way to address these concemns.

There 1s clearly a crisis in the mortgage miarket today; 8 of the top 25 subprime lenders are either
out of business or are no longer operating independently, and a number of other large subprime lenders
have suffered extensive losses. According to the Mortgage Bankers Association’s (MBA) “National
Delinquency Survey,” the seasonally-adjusted rate of loans entering the foreclosure process went up 15.4
percent from the previous quarter (to 0.54 percent), reaching a record high in the 37-year history of the
MBA’s Survey. Not surprisingly, the problems are concentrated in the subprime market. However,
default and foreclosure rates are also increasing across the credit spectrum, and there are numerous
indications and reports that the alt-A market is starting to experience the same kinds of problems we are
currently seeing in the subprime market. This also has serious implications for the housing market;
significant additional foreclosures could drive home prices down further.

This crisis has been in the making for several years, and, in my view, it has taken far too long for
the regulators to act. For example, over nine months passed between the time the regulators first
proposed new guidelines to require common-sense underwriting requirements for exotic mortgages with
significant payment shock risks, mortgages such as interest-only and negatively amortizing option-ARM
loans. And, despite the significant similarities with certain products, it took another six months to
propose such protections for subprime borrowers. We still await final action on the latter proposal.

While the financial cost of this problem is a significant concern, we must also keep in mind the
impact that these increased default and foreclosure rates have on homeowners. As former Federal



Reserve Board member Edward Gramlich put it recently, “we could have real carage for low-income
borrowers.”

These disturbing trends raise a number of important issues, which the Committee will continue to
examine in a hearing on Thursday, March 22, entitled, “Mortgage Market Turmoil: Causes and
Consequences,” at which we would like you to testify. We would like your testimony to address these
questions:

What was the origin and evolution of the explosion in exotic mortgages and subprime hybrid
ARMs? When did state regulators learn and become concerned about the use of exotic and subprime
mortgages? What brought these concerns to your attention? On what data were these concerns based?

Many of the largest subprime lenders are overseen by state regulators. Some of these same
lenders made many of the exotic and subprime hybrid ARMs that are leading to the serious default and
foreclosure numbers that have been reported. Did state regulators monitor the growth of these loans?
What steps, if any, did state regulators take in response to the increase in this lending?

What challenges do state regulators face in overseeing large national lenders that are not
fcderally-regulated‘? ! ;

What role has securitization played in the development and growth of these mortgage products?

State and federal regulators have taken or proposed important steps to limit the harm that some of
these products can cause in the future through new guidance. What actions do you recommend for
people who may be holding these unsustainable msortgagcs today so that they can stay in their homes and
avoid foreclosure? :

This Committee has received reports over many years about predatory lending abuses in the
subprime market. We understand that many consumer groups have also raised concerns, in many cases,
with state regulators about such practices. Can you explain what actions, if any, state regulators have
taken in response to these complaints?

For purposes of the Committee Record and printing, your written statement must be submitted in
electronic form by either email to Jonathan Miller@banking.senate.gov and
Liz_Hackett@banking.senate.gov, or on a CDRW in WordPerfect (or other comparable program) format
and typed double spaced. Also, two ORIGINAL copies of the statement must be included for the
printers, along with 73 copies for the use of Committee members and staff. Your statement should be
sent no later than 24 hours prior to the hearing. You should expect to have approximately 5 minutes to
give your testimony at the hearing. Your full statement will be made part of the hearing record.

If you have any questions regarding this hearing, please contact Jonathan Miller at 202-224-7391.

Thank you for your cooperation.
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